A classic joke features a scientist pondering an observed phenomenon that he would not have predicted. The joke ends with the punch line that although he sees that it works in practice, he wonders if it can work in theory. That is the dilemma facing management scientists. In practice, the firm is already on a path to humanizing, but theories of the firm have lagged behind.
Theories of the firm have been dominated by a legacy of ideas from early industrialization that pose zero-sum opposition between capital and labor (or capital and nearly everything else), differentiating the economy from society and often posing irreconcilable conflicts. 1 The search for mathematical models has turned the negotiated order of organizational activities, which necessarily include particularistic elements, into abstract generalizations that favor quantifiable variables. 2 An ideal of the primacy of markets and the centrality of finance came to dominate thinking about management, especially in the U.S., where the Ford Foundation helped to create modern business schools and legitimated economic and quantitative knowledge as the core of professional management. 3 Thus, it became inevitable that "shareholder capitalism" would focus on unlocking financial value, and reporting mechanisms would come to hold that the only definition of value creation is economic or financial value.
In this archetypal view, firms are impersonal money-generating machines, operating through bundles of transactions and treating employees in instrumental ways, as disposable costs and controlled by rules, thus leaving a wake of discontent. Discontent is an empirical truth in some contexts. U.S. studies have shown that about half of employees in large firms are disaffected and disengaged. 4 Other studies, from a variety of  There are no organizational utopias. No one of the companies or their leaders meets the ideal that the skeptical public holds out for perfect conduct in every respect. Each falls short of its own ideals and prefers to frame ideals as aspirations.
 The new practices can have a downside of unintended consequences or pernicious effects. Because size is associated with power, not to mention market domination, large firms are both revered and feared. There is widespread suspicion of the motives of top managers of large entities when they engage in seemingly altruistic activities.
 There are paradoxes and tradeoffs. If firms derive economic benefits from social actions, then their social actions are written off by cause ideologues as cosmetic. But without the financial benefits, the actions written off by economic ideologues as wasting resources that could be put to more profitable ends. You can't please all the people all the time. Perfection is unattainable.
Social or institutional logic will not be unfamiliar to purpose-driven industrialists of earlier eras, such as the Houghton family that built Corning Glass and Corning, New
York, or the Tata family of India. But it is certainly even more necessary for non-familyled enterprises operating in today's globalized world. Organizations contend with environments in which many activities outside of the control of top leaders can cause shocks, surprises, and unpredictable change, creating uncertainty and complexity that cannot be contained in an easily-defined structure or by routine processes.
The era of information-driven globalization is characterized by frequent, rapid and sometimes unpredictable change, both done by leaders and done to them by events in the external world. Globalization increases the speed of change, as more competitors 6 from more places produce surprises. System effects send ripples that spread to more places faster -innovations in one place proving disruptive in others, problems in one economy triggering problems in others. Although geographic diversification is a hedge against local risk, geographic consolidation to gain economies of scope can expose companies to risks that cannot be contained. For example, this is a concern for IBM leaders about consolidating certain data storage or processing functions in fewer places, which increases global vulnerability from local events.
Globalization brings more moving parts, more variables in play simultaneously, and more dimensions of interest. There is a rapid flow of people, money, and ideas in and around the organization. 9 An intensely competitive global information economy places a high premium on innovation, the faster the better, as well as the ability to continuously upgrade products and processes. Both rely on tapping brainpower of knowledge workers and also on their collaborations, because innovation relies on new connections among previously unrelated elements or entities that now require further integration. 10 Information has a short half-life --"use it or lose it." So there is more need to get ideas connected to tangible products and services, and to connect innovations with applications and users. Mergers and acquisitions add further complexity, and their success rests on the effectiveness of integration among the previously unconnected organizations. The important challenges and opportunities lie across boundaries.
Furthermore, seeking legitimacy or public approval by aligning with social values has become not just a basic license to operate but a business imperative. 11 Firms that cross borders face questions of cultural fit and local appropriateness; they must gain 7 approval with authorizers and opinion leaders. Their employees are both internal actors and external agents who represent the company to the community.
PROPOSITIONS
Proposition 1: Conceiving of the firm as a social institution is a buffer against uncertainty and change.
As companies acquire, divest, or are acquired; the business mix of globalizing companies changes frequently; and jobs levels fluctuate across countries. So what exactly is the same that makes us say this is the same company? Bank of America is the surviving name after numerous mergers, but the underlying surviving bank is Nation's Bank, which gave up its name but not its headquarters, management cadre, or culture.
And where are the sources of certainty that permit people to take action in an uncertain world? "Management is temporary, and returns are cyclical. The only enduring thing is our values," IBM CEO Sam Palmisano said, explaining to me why he puts so much emphasis on values and culture.
The answer to the question of the identity of an organization in the future is that it is not the current widgets, but it is the purpose and values, and that can help find the right new widgets to serve society. For example, Mahindra, a US$11.1 multi-business firm based in India, with 117,000 employees in 100 countries, proclaims that it is "many companies united by a common purpose -to enable people to Rise. We operate in the key industries that drive economic growth…" including finance, IT, vehicles, and several dozen others This kind of reasoning (or rationalization) is characteristic of Globalization seemingly detaches organizations from particular societies only to require the internalizing of society and its needs (many societies) in organizations.
Institutional certainty can balance business uncertainty. For example, in the choice to identify health as a central purpose, with nutrition, environmental responsibility, and talent sustainability as pillars supporting the slogan Performance with Purpose, PepsiCo provides direction and motivation for diverse lines of business, some of them more globalized than others, in multiple countries. This is certainly strategic. It guides a gradual shift of resources from "fun-for-you" to "better-for-you" to "good-for-you," in PepsiCo parlance. It provides a rationale for acquisitions and divestitures. It guides a quest for ways to eliminate sugar and sodium in foods and beverages. But it also provides an identity for the people who work in the company. He told them at smaller meetings and larger conferences that certainty came from their knowledge that they were "doing the right things the right way every day" (a slogan he to firm identify and reputation, such as the quality of products, the nature of the customers being served, or attention to by-products of the production process. There is increasing pressure on firms to attend to and report on these matters as well as on financial performance. 16 Banco Real was willing to restrict its market in the interests of signaling and acting on its values. The bank created a screening process for project lending, as well as a way to help customers meet higher standards, but it walked away from customers that did not meet tests of environmental and social responsibility.
Sometimes this is justified in risk reduction terms, but it is a signal that the interests of the institution in the long-term transcend short-term transactions. Firms are known for the company they keep, and reputation of customers and partners is an asset.
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Using a social logic, firms are also willing to make investments in the human side of the organization that cannot be justified by immediate financial returns but that help produce a sustainable institution. In South Korea, after the Asian financial crisis of the late 1990s, Shinhan Bank set out to acquire Chohung Bank, a much larger and older bank 12 tens of millions in U.S. dollars in a process the bank called "emotional integration" -a series of retreats and conferences that would not only spread strategic and operational information but would also be explicitly designed to produce social bonding and a feeling of being "one bank." The first retreat involved taking 1500 top managers, the entire top layers, to a historic city where they climbed a mountain at a famous shrine together and sang a company song. According to a financial logic, the new Shinhan Financial Group was wasting money and jeopardizing shareholder value. According to the institutional logic Shinhan used, these investments were considered the only course of action that would keep the two banks running with continuity from knowledgeable employees who had ongoing relationships with customers.
Here is what happened next. Within 18 months, Shinhan had retained and grown its customer base and neutralized the union, which was having a hard time rallying protest against the benign bank. Although no formal merger could occur, Shinhan and Chohung employees were working together on task forces discussing best practices, and ideas were spreading that began to make the branches more similar. Branches of one bank often displayed a sign for the other bank. Employees were, in essence, self- Instrumental, utilitarian rationality is not the only force governing firm performance and behavior within firms. 18 Emotions play a strong positive or negative role. Moods are contagious, and they can determine such issues as absenteeism, levels of effort, and energy or health. 19 People influence one another and either increase or decrease the level of performance, as was shown in my study of teams and organizations on winning or losing streaks. 20 Well-understood shared values and principles can be a source of emotional appeal and help people reinforce their implementation, which in turn can help determine how well a firm succeeds over time. thing. He said, "Whenever I speak with employees, I tell them your answer should not be a set answer. Please tell what you understood, and how you can express it using the language of the Principles. I also promote discussion among peers, colleagues, and teams to share these understandings with each other." He puts this in terms of a very long time horizon: "No matter how different the workplaces are in terms of race, value sets, geographical locations, etc., as long as we can continue this debate and discussion, we are able to maintain our attractive and strong work environment and Principles with a flexible attitude to respond to any changes to come in 50, 100, 200, 300 years. And I believe we will be able to refine the Principles by doing so." One paradox of globalization is that it is accompanied by a greater need for deep national and local connections in plural public spheres. 23 To thrive in diverse geographies and political jurisdictions, companies must build a base of relationships with government officials, public intermediaries, and customers that can ensure alignment of agendas even as circumstances (and public officials) change. In some places, these Under an institutional logic, top executives cultivate relationships with top public officials, but not as a quid pro quo nor for the sake of particular business transactions.
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They seek to understand and contribute to the public agenda, even while influencing it.
IBM's CEO Palmisano circumnavigates the globe 6 or 7 times a year to meet with national and regional officials, bringing regional leaders with him, discussing how to help the country achieve its goals. This is not sales, not even marketing, but rather a high level conversation to indicate IBM's interest in being an enduring institution contributing to that country. Such contacts help other IBM leaders get seats at the table discussing the country's future. That certainly provides an opening for discussion of the company's policy agenda (which is more technical than political). But any instrumental goal would not be achievable without first contributing to efforts clearly benefiting the country.
Institution-building requires effort by many people. Top leaders involve others in leading diplomacy, such as representing the company to the community at conferences and civic or charitable dinners and serving communities directly through service projects. Relatively few people hold formal responsibility for these external interfaces as their primary jobs, and indeed, institutional work is less effective in terms of impact on external stakeholders when it appears to be "just a job." So instead, many others perform institutional work as volunteers, giving meetings and community service projects a ring
20 of authentic motivation. This is not a hard sell for people either native to the area or longterm residents, because there is an emotional pull of place that makes institutional work desirable, so they are willing to volunteer personal time to do it, sometimes initiating efforts and taking others in the company with them. For others whose careers take them across geographies, institutional work is a way to connect their internal roles with the place they now live, making them feel less rootless and more at home.
Leaders from global companies operating in developing countries are often asked to advise on emerging issues where global experience could be useful. That requires special diplomatic skill: being able to appear neutral and interested in the host country, rather than company or home country-interested. A leader in India was typical in presenting the company's agenda to the Minister of Commerce as a slate of futureoriented issues that would help ensure India's competitiveness.
Corporate diplomacy is particularly important where country interests differ or there is active conflict (or long historical memories -for example, U.S.-headquartered companies in the Middle East, or Japanese companies in China). Add to that challenge suspicion of foreigners and concerns about their hidden agendas. Leaders must find ways to show that they act or advise in the interests of society, beyond politics, as a company that is not tied to a specific government or interest group but serves humanity. If the values are real, then leaders are willing to invest in ways that reflect them, not as a quid pro quo but as a sign that they will be locally involved. An Indian company entering Europe faced hostility from some government officials. Company leaders, who could draw from a long tradition of social responsibility, chose to make community investments that heralded their high standards, and leaders spoke with officials primarily about their values and how, once in a country, they would remain committed to its prosperity.
When leaders come to see themselves in terms of societal purpose, even across countries, they choose to perform institutional work, including self-initiated unofficial international diplomacy. In May 2007, the chairman of IBM Greater China organized his own diplomatic mission to Washington, DC, meeting with Senators, Members of Congress, and White House officials on both sides of the China issue to build bridges and find areas of collaboration, such as environmental issues, because of his conviction that his role in a global company gave him a unique perspective on both countries and a desire to see both thrive as allies. people love the service for its own sake and forget to clock their hours.
Proposition 6: People can be treated as self-determining professionals, coordinating and integrating activities and producing innovation through self-organizing in addition to formal assignments.
Coordination and integration of activities can be more efficiently and effectively accomplished through human relationships and self-organizing. 26 Formal structures or technical systems create pathways for employees to connect information, share or exchange resources and develop innovations. Although employees have formal assignments which require minimum compliance, higher levels of performance stem from the voluntary component -not only which ideas to surface and how much effort to put in but also on going beyond the job to contribute to additional activities. In addition, resource allocation is determined not only by formal strategies and budget processes topdown but also by informal relationships, spontaneous actions, and preferences of people at all levels. 27 Consider the Shinhan case described earlier; the two predecessor banks self-integrated over a period of years through social bonds and cross-cutting relationships, far in advance of formal integration.
Thus, to fully understand a firm requires knowledge of its social life, and to optimize performance requires social investments. Perhaps network analysis will one day prove capable of predicting firm performance through quantitative methods, but it is also clear that there is an emergent, open-ended quality to the actions of great global companies -one reason that the idea of strategy-as-plan has been redefined as strategic intent. This idea was summarized by IBM's CEO, who wrote that IBM cannot be optimized through organizational structure or by management dictate but requires "At the end of the day, IBM is more worried about the work being done and how well you do it than, did you work for eight hours or did you work for 20 hours to do your job," declared a manager in Bangalore, India. He claimed that even if a person in Bangalore turned down a temporary assignment with a client in Mumbai, the manager would work it out with someone else or offer flexibility, "but no way that the person, because he or she didn't go for the project, would be relegated or ignored. We understand the reasons why he or she is not able to go for the project." A woman professional in China, project director for a high-profile initiative to digitize the treasures of Beijing's Forbidden City, praised her manager for providing deadlines and then leaving her alone, saying, "Then you know when you need to work overtime, and when you can sleep. I like this very much. I hate people telling me to work overtime. But if people don't ask me to work overtime, I might be working overtime anyway." A different kind of self-organizing group, focused on the environment, drew on worldwide virtual discussions about environmental sustainability but had a more local face-to-face dimension as IBM employees in the U.K. began to take initiative, first by .  Proposition 6: People can be treated as self-determining professionals, coordinating and integrating activities and producing innovation through selforganizing in addition to formal assignments.
As a starting point for theory that catches up with practice, this paper is both descriptive and normative. Examples have been drawn from the field, and the concepts derived from them have a normative flavor, reflecting a sense of possibility for running organizations in ways that increase engagement, both internally in terms of the behavior of organization members and externally in terms of contributing to societal progress.
In some ways, this paper has come full circle. A logic that justifies treating employees as self-determining volunteers -in essence, as professionals -makes it more important to have a motivating purpose and values to provide coherence and common identity. The first proposition enables the last one. Throughout, the connections between the propositions make it difficult to turn the examples into discrete practices that illustrate only one proposition. In the world of practice, and perhaps most especially for great global companies, institution-building is not the result of tallying a set of specific items but rather a coherent, holistic pursuit in which elements reinforce one another, are inextricably intertwined, and reflect a logic and a style of leadership that permeates the firm as a whole. Skeptics abound, and firms that present themselves as institutions concerned with serving society often get more scrutiny than others and must withstand criticism about the gap between their stated aspirations and their performance, financially or socially. As stated at the beginning, if they make money while doing good, they are criticized for manipulation; if they do some good but not enough to solve complex problems, they are criticized for lack of courage or commitment. 29 Despite the formation of a small bandwagon of advocates of a new kind of capitalism that finds win-win opportunities for creating value for both the business and society, there is still controversy about the obligations of business. But this paper does not try to tackle the question of the proper role of business in society. It simply presents propositions about the ways in which great global firms already use and institutional or social logic to supplement economic or financial logic in guiding and growing their enterprises. The form that logic takes, and how it is presented and justified to various stakeholders, can vary across firms, industries, and countries.
Economists can certainly try to reduce these propositions to the language of economizing. But they would miss nuances and subtleties. They would miss the role played by emotions and the search for meaning as human motivations. They would miss the normative elements that inspire action to improve the nature of the firm -to humanize it. Finally they would miss the mechanisms through which change takes place in all social institutions, such as peer group effects. When firms see that the theory they act under is humanistic and gains social approval, they reinforce one another in pursuit of these ends, and new models for action are produced.
